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Mlchigan Deptartment of Treasury
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Auditing Procedures Report

Issued under P.A. 2 of 1968, as amended.

Local Government Type Local Government Name County
Oecity [JTownship [[lvilage []other | Harbor Springs Area Fire Authority Emmet
Audit Date Opinion Date Date Accountant Report Submitted to State:

12/31/04 6/22/05 7/5/05

We have audited the financial statements of this local unit of government and rendered an opinion on financial statements prepared in
accordance with the Statements of the Governmental Accounting Standards Board (GASB) and the Uniform Reporting Format for
Financial Statements for Counties and Local Units of Government in Michigan by the Michigan Department of Treasury.

We affirm that:
1. We have complied with the Bulletin for the Audits of Local Units of Government in Michigan as revised.
2. We are certified public accountants registered to practice in Michigan.

We further affirm the following. "Yes" responses have been disclosed in the financial statements, including the notes, or in the report of
comments and recommendations

You must check the applicable box for each item below.

[]Yes No 1. Certain component units/funds/agencies of the local unit are excluded from the financial statements.

[:]Yes No 2. There are accumulated deficits in one or more of this unit's unreserved fund balances/retained eamings (P.A.
275 of 1980).

[:]Yes No 3. There are instances of non-compliance with the Uniform Accounting and Budgeting Act (P.A. 2 of 1968, as
amended).

DYes No 4. The local unit has violated the conditions of either an order issued under the Municipal Finance Act or its
requirements, or an order issued under the Emergency Municipal Loan Act.

[]Yes No 5. The local unit holds deposits/investments which do not comply with statutory requirements. (P.A. 20 of 1943,
as amended [MCL 129.91], or P.A. 55 of 1982, as amended [MCL 38.1132]).

[]Yes No 6. The local unit has been delinquent in distributing tax revenues that were collected for another taxing unit.
The local unit has violated the Constitutional requirement (Article 9, Section 24) to fund cument year eamed
DYes No 7. pension benefits (normal costs) in the current year. If the plan is more than 100% funded and the overfunding

credits are more than the normal cost requirement, no contributions are due (paid during the year).

DYes No 8. The local unit uses credit cards and has not adopted an applicable policy as required by P.A. 266 of 1995
(MCL 129.241).

DYes [Z] No 9. The local unit has not adopted an investment policy as required by P.A. 196 of 1997 (MCL 128.95).

To Be Not

We have enclosed the following: Enclosed Forwarded Required
The letter of comments and recommendations. /
Reports on individual federal financial assistance programs (program audits). /
Single Audit Reports (ASLGU). /
Certified Public Accountant (Firm Name)

Hill, Schroderus & Co., LLP

Street Address City State ZIP

923 Spring Street N Petoskey MI %¥t70

Accou ntar@ﬁfre W Date
LM 7/5/05
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Independent Auditors' Report

Board of Directors
Harbor Springs Area Fire Authority
Harbor Springs, Michigan

We have audited the accompanying financial statements of the Harbor Springs Area Fire Authority as of
and for the year ended December 31, 2004, as listed in the table of contents. These financial statements
are the responsibility of the Authority's management. Our responsibility is to express an opinion on these
financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on
a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management, as well
as evaluating the overall financial statement presentation. We believe that our audit provides a reasonable
basis for our opinion.

in our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of the Harbor Springs Area Fire Authority as of December 31, 2004 and the results of its operations
and cash flows for the year then ended, in conformity with accounting principles generally accepted in the
United States of America.

The Harbor Springs Area Fire Authority has implemented a new financial reporting model, as required by the
provision of GASB Statement No. 34, Basic Financial Statements — and Management's Discussion and
Analysis — for State and Local Governments, as of January 1, 2004,

The maonagement's discussion and analysis is not a required part of the basic financial statements but is
supplementary information required by accounting principles generally accepted in the United States of
America. We have applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the required supplementary
information. However, we did not audit the information and express no opinion on it.

Wil Sdundduen + b

CERTIFED PUBLIC ACCOUNTANTS
Petoskey, Michigan
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Management’s Discussion and Analysis

Overview of the Basic Financial Statements

The basic financial statements for the Harbor Springs Area Fire Authority (the ‘Authority’) include
a Statement of Net Assets, Statement of Revenues, Expenses and Changes in Net Assets and a
Statement of Cash Flows. These are all reported using the accrual basis of accounting. As thisis
the first year of implementation of GASB Statement No. 34, prior year numbers are not presented
within the Management's Discussion and Analysis. A comparative analysis will be provided in
future years when prior year information is more readily available.

Financial Statements

The Statement of Net Assets presents the Authority's assets and liabilifies, with the difference
reported as net assets.

The Statement of Revenues, Expenses and Changes in Net Assetfs presents information showing
how the Authority's net assets changed during the most recent fiscal year.

The Statement of Cash Fiows presents cash flows from operating, financing and investing
activities. Additionally, non-cash fransactions that have an effect on the Authority’s financial

position are also presented.

Notes to the Financial Statements

The notes provide additional information which is essential to a full understanding of the data
provided in the financial statements.

Financial Analysis

The table below summarizes the Authority’s net assets as of June 30, 2004:

HARBOR SPRINGS AREA FIRE AUTHORITY

December 31, 2004
Assets
Current $ 224,591
Capital assets, net of accumulated depreciation 328,307
Total assets 552,898
liabilities
Due to other governmental units 117,652
Total liabilities 117,652
Net Assets
Invested in capital assets 328,307
Restricted for future capital purposes 24,011
Unrestricted 82,928
Total net assets $ 435246




At the end of the fiscal year, the Authority is reporting a $435,246 balance for net assefs.

The results for the Authority as a whole are reported in the Statement of Revenues, Expenses and
Changes in Net Assets, which is summarized below:

HARBOR SPRINGS AREA FIRE AUTHORITY
Year Ended December 31, 2004

Operating Revenues

Charges for services $ 96,300
Operating Expenses
Operation and maintenance 96,056
Depreciation 63,908
Total operating expenses 159,964
Operating loss (63,664}
Nonoperating revenues 16,972

Loss before capital grants

and contributions (46,692}
Capital grants and contributions 67,000
Increase in net assets 20,308

Net assets-beginning of year 414,938
Net assets-end of year $ 435,246

As shown above, the current year excess loss before capital grants was $46,692. The Authority
relies on capital grants and contributions to meet its financial needs. Total capital grants and
contributions for the year total $67,000.

Economic Factors

The Authority was incorporated for the purpose of providing fire protection, equipment and
services to the local municipalities including the City of Harbor Springs, Little Traverse, West
Traverse and Pleasantview Townships.

Future Plans

The Authority is in the process of designing plans for a second fire station — an un-manned sub-
station. It is anficipated that construction would occur in the summer of 2006. Parficipating
governmental units are expected o make cash contributions to the Authority to finance this
project. The Authority is aiso reviewing their long-term equipment needs. Funding for potential
new equipment has not been determined. It is expected that as a minimum, the participating
units will continue to collectively contribute $50,000 per year in capital funding.
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HARBOR SPRINGS AREA FIRE AUTHORITY
Statement of Net Assets
December 31, 2004

Assets
Current assets
Cash
Due from other governmental units
Total current assets
Noncurrent Assets
Capital assets
Less: accumulated depreciation
Total noncurrent assets

Total assets

Liabilities and Netl Asseis

Current Liabilities
Due to other governmental units

Net assets

Restricted for future capital purposes
Unrestricted

Total net assets

Total liabilities and net assets

See accompanying notes to financial statements. 2

$ 128,291
26,300

224,591

687,791
(359.484)

328,307

$ 552898

$ 117,652

328,307
24,011
82,928

435,246

$ 552,898




HARBOR SPRINGS AREA FIRE AUTHORITY
Statement of Revenues, Expenses, and Changes in Net Assets
Year Ended December 31, 2004

Operating revenue

Charges for services $ 96,300
Operating expenses
Operation and maintenance 96,056
Depreciation 63,908
Total operating expenses 159,964
Operating income (loss) [63,664)
Nonoperating revenues
Interest revenues 1,687
Grants and contributions 14,885
Otherincome 400
Total nonoperating revenues 16,972
Net loss before capital grants and contributions (46,692)
Capital granis and contributions 67,000
Change in net assets 20,308
Total net assets - beginning 414,938
Total net assets - ending $ 435,246
See accompanying notes to financial stafements. 3




HARBOR SPRINGS AREA FIRE AUTHORITY
Statement of Cash Flows
Year Ended December 31, 2004

Cash fiows from operating activities
Cash receipts from customers
Cash payments to suppliers for goods and services

Net cash provided {used) by
operating activities

Cash flows from non-capital financing activities
Operating grants received

Cash flows from capital and related
financing activities
Contributed capital
Capital grants received
Purchase of capital assets
Sale of capital assets

Net cash provided (used) by capital and
related financial activifies

Cash flows from investing activities
Interest from bank accounts

Net increase {decrease) in cash
Cash, beginning

Cash, ending

Reconciliation of operating income (loss) to net cash

provided (used) by operating activities
Operating income {loss)
Adjustments to net cash provided by operating
activities:
Depreciation
Change in assets and liabilities:
(Increase) decrease due from other
governmental units
increase (decrease) due to other
governmental units

Total adjustments

Net cash provided (used) by operations

See accompanying notes to financial statements. 4

$ 98,000

(104,279)

(6.279)

14,885

50,000
17,000
(19,635)

400

47,765

1,687

58,058

70,233

$ 128291

$  (63,664)

63,908

1,700

(8.223)
57,385

$  (6279)



NOTE I:

NOTE 2:

HARBOR SPRINGS AREA FIRE AUTHORITY
NOTES TO FINANCIAL STATEMENTS
December 31, 2004

THE REPORTING ENTITY

The Harbor Springs Area Fire Authority (the “"Authority”) was created as a corporate
instrumentality in 1992 under provisions of Act 57, Michigan Public Acts of 1988. The local
governments comprising the Authority include the City of Harbor Springs, Little Traverse, West
Traverse and Pleasantview Townships. The Authority provides fire protection, equipment and
services to these municipalities. The Authority is not included in any other governmental
"reporting entity" as defined by GASB 14, since none of these governmental units appoint a
majority of the Authority's board, the board members have decision making authority, the
authority to set rates, the power to designate management, the ability to significantly influence
operations and primary accountability for fiscal matters.

The Governmental Accounting Standards Board (GASB) unanimously approved Statement No.
34, Basic Financial Statements —and Management's Discussion and Analysis —for State and Local
Governments. Effective January 1, 2004, the Authority implemented the provisions of GASB No.
34. The most significant change was the addition of the management's discussion and analysis.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Financial Reporting - The accompanying financial statements have been prepared using the
economic resources measurement focus and the accrual basis of accounting and reflect
tfransactions on behalf of the Authority, the reporting entity. The Authority accounts for its
operations as an enterprise fund. Operating revenues and expenses result from providing fire
protection services to member communities. All other revenues and expenses are reported as
nonoperating revenues and expenses.

Under GASB Statement No. 20, Accounting and Financial Reporting for Proprietary Funds and
Other Governmental Activities That Use Proprietary Fund Accounting, the Authority has adopted
the option to apply only those Financial Accounting Standards Board (FASB) statements and
interpretations issued before November 30, 1989 that do not conflict with or contradict GASB
pronouncements. Only GASB pronouncements issued after this date will be followed.

Capital Assets — The building, equipment and vehicles are recorded at cost. The venhicles are
being depreciated under the straight-line method over their estimated useful life of 15 years; the
other fixed assets are being depreciated over their shorter estimated useful lives using the
straight-line method.

The Authority has not formally adopted a capitalization policy. Assets with a usefull life of over 1
year continue to be capitalized. Provisions for depreciation aggregating $63,907 in 2004 have
been recorded in the statement of Revenue, Expenses, and Changes in Net Assets.

Capital Grants and Contributions — Capital grants awarded the Authority and contributions from
member units to defray capital acquisition costs are recorded as capital grants and
contributions.

Repair and Maintenance - Repair and maintenance expenses are charges against operations
when incurred.




NOTE 2:

NOTE 3:

NOTE 4:

NOTES TO FINANCIAL STATEMENTS — CONTINUED
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

Financial Statement Estimates — The Authority uses estimates and assumptions in preparing
financial statements in accordance with generally accepted accounting principles. Those
estimates and assumptions affect the reported amounts of assets and liabilities, the disclosure of
contingent assets and liabilities, and the reported revenues and expenditures. Actual results
could vary from the estimates that were assumed in preparing the financial statements.

CASH

Insured Deposits - At December 31, 2004, the carrying amount and bank balance of the
Authority's deposits was $128,291. All of which was covered by federal depository insurance.
State statutes prohibit security in the form of collateral, surety bonds or another form be taken for
the deposit of public funds.

State statutes and the Fire Authority's investment policy authorize the Fire Authority to make
deposits in the accounts of federally insured banks, credit unions, and saving and loan
associations that have an office in Michigan; the Fire Authority is allowed to investin U. S. Treasury
or Agency obligations, U. S. government repurchase agreements, bankers' acceptances,
commercial paper rated prime at the time of purchase that matures not more than 270 days
after the date of purchase, mutual funds, and investment pools that are composed of
authorized investment vehicles. The Fire Authority's deposits are in accordance with statutory
authority.

CAPITAL ASSETS
A summary of Capital Assets at December 31, 2004 foliows:

Balance Balance
January 1,2004  Additions  Deletions  December 31, 2004

Capital assets

being depreciated:
Buildings and improvements $ 11,747 $ 18199 § - $ 29,946
Equipment 633,055 24,790 - 657,845
Subtotal 644,802 42,989 - 687,791

Less accumulated depreciation:

Buildings and improvements 643 1,427 - 2,070

Equipment 294,933 62,481 - 357,414

Subtotal 295,576 63,908 - 359,484

Net capital assets $ 349226 $ (20919) § - $ 328,307
)




NOTE 5:

NOITE &:

NOTES TO FINANCIAL STATEMENTS — CONTINUED

RISK MANAGEMENT

The Authority is exposed to various risks of loss related to torts, theft of, damage to and
destruction of assets; errors and omissions; injuries to employees and natural disasters.

The Authority belongs to the Michigan Municipal Liability and Property Pool, a public entity risk
pool currently operating as a common risk management and insurance program for various
municipalities throughout the state. The Authority pays an annual premium for its general
insurance coverage. The pool is self-sustaining through member premiums and reinsures
through commercial companies for claims in excess of $500,000 for each insured event.
Although the Authority could be assessed charges beyond the annual premium, the likelihood
of receiving such an assessment is minimal. Settled claims have not exceeded coverage in
any of the past three years.

SUBSEQUENT EVENT

On December 20, 2004 the board approved having Johnston Engineering provide drawings
and specifications for the proposed secondary fire station up to $6,000.




